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ABSTRACT 

Prepaid group practice as a concept for providing 
health care is now over 25 years old in the nation and in New York 
City# It has overcome initial opposition by the medical profession 
and has been adopted by government as a healthy strategy under the 
acronym HHO or "Health Maintenance Organization". The author asserts 
that on two major criteria for evaluating the health care 
system— accessibility to the health care system and cost of 
treatment—prepaid group practice compares most favorably with other 
types of Insurance plans. There are presently estimated to be 170 
operational HMOs throughout the country providing service to some 
eight million enrollees. An additional 262 HMOs are in various stages 
of planning and development, although only 66 of these have the 
assistance of government funds for feasibility and planning surveys 
under the Federal HMO Act of 1973. The HMO is substantially an urban 
phenomenon requiring large concentrations of population and large 
initial sums of money. The HMO Act of 1973 was a Federal Law designed 
to promote and encourage the growth of prepaid group practice plans. 
Before and after the Act passed Congress, criticism began to develop 
and major problems began to emerge. The author advocates definitive 
and timely Congressional action to amend the Law in order to ensure 
its success. (Author/JM) 
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Pi^^padd cjioi.-f- ;\i"ac:l:;.c.o as a concept lor provicr'nn licali'-< c':i:.i.. j 
over 25 yoarn old in the natlcn and ii) New yorl; Cxty. It hbs o'^c rcoixic 
initial oppo.<: 1 'cion by the medical proI:ossion and has been adopted by 
governinont aj: a health stratocjy under the acrov^^m TIMO or "jIcj:1 t}i Mam- 
i-er-iajCG Orc;ar.. ,al-3on". Do .hMOo provide ready acr-ssi ;j • lity by con- 
faURiers to vjoc'd quality health care ai- a reaso::i':VLe cost? 

It is tciaptino for those of us v;hc op.irate pl^a-.-^ to poini to pr.'i^aid 
qroap praclic:.- as the solution to the endemic '•crisis" pcrpo-raUd by 
^JMI the fcO'-Cur-scrvico non-system. The arqument.L. for prcpc^id qrcup pidc- 
Lice arc por^i.asivo. Prepaid plans concoptuaj.ly and organi ^:ntio))a 3 iy 
do have the aljility to contain costs, provide continuous good qu^i] Lty 
care, a}id to ) cnove the barriers to care inher;j};t in the f ee-f or-r>ervice 
system. 



Fro:Ti a cost standpoint, prepaid planr., v;hile requiring r-^ubi* v. .-nt 1?^. 
canital cxpenditurer. , exhibit more efficient use of the modicai care 
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dollar. Existing pl^.ns have consistently demonstrated a statistically 
*^*=^viBw vijiiifl^c.! L loA^r hor.pltal utilization ;.hich pi:c:!occs ub::ta::t:i.^ 1 ^oav 

inqs since ho::vitai costs account for tlie larqest portL-^n of t!io medical 
^'"^^ care dollar. In addicion, since physician re .iVbursemen t is fixed on a 
( capitation basis (arrived at through arm's length negotiations) v;ithout 

f regard to the number of services provided, the incentive for providing 
. f unnecessary sc-rvices is removed. From a delivery standpoint, the sub- 
Lul^scriher is assured of continuity of caro; 24 hour a day covcrarje, and 

the convenien of receiving all ambulatory medical care in one location. 
The prepaid Icm can more easily develop mechanisms and impose quality 
controls, anu screen the qualifications of physicians. Since there is 
little or no dollar outlay at the times services are received, finan- 
cial barriers to receiving medical service are removed and a favorable 
atmosphere for the practice of m.edicine is created. 

Let's look at the plan I represent to see how v;ell it provides accessi- 
bility to consumers while containing costs and delivering good quality 
care . 

HIP and New York City have a unique and special relationship. I3IP is 
a creature of the urban environment in many siq^iificant ways. Created 
27 years ago under jMayor La Guardia in recognition of the need to pr^o- 
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v'j<'<- irt.c1 •;;_■.-) 3 care to City employees, lijp today server; the health needs 
ol- aljoul- lO;: o: tl^o city's population. it is the major source of am- 
bulnloL-y cars- ot> an orcjani lud prepaid qroup practice basis v/ith 28 
inuoi . .)..-c>up.'! c/r phy. clans in th.o motropolitrn area operating 

out (. : -Tc-AiciL r^'iiLcr,': c.n3. subcentoifi v;hich contract with illP to 
procidi.- cc'.re to HiP enrollees. 

irCP is a hoalt.h syr torn with ma^.y component parts providing medical 
car..- to ; clivoi.f.;if-'.( d, but mainly niidcile class population includincj 
Cii-/, ^;t.M:o n;ui r\ c'cral employees, labor union groups, and Medicare 
and :-".L:dicc"-id ■>'v. cipionts . 

HTP policv' is act Ijy a 24-man Board of Directors representing contrac- 
tors, providers, ccr.sumers and the public. The HIP corporation under- 
take?; i-u markoL, enroll, pay capitation to the medical groups, monitor 
the quality of care, dispose of claims and compfaints, and account for 
iund'^. It provide.'.^ and supervises ancillary care through social workers, 
health educators and nutritionists. Presently over a thousand physicians 
are either partners or contract physicians in the 28 medical groups. 
7\bout 400 are fnil- time with lilP and provide over 50% of all medical 
sccvicjs- Although tlie medical groups provide a substantial part of 
care to patients, IIIP has over the years undertaken to delivt-jr directly 
"?r.-'--vr :^!.p:^cl-.-; o'. care. Tuj. «xcunp.le, our Ejn&rgp'ncy Service Program 
oper^iley -/.v-mi th: m-dica] gi:oupt- are closed, on a seven day, 24 hour a 
day basis providing emergency care throughout the City. HIP operates 
a Mental Health Program providing cara to about 150,000 persons. Our 
Drug Piogxam presently fills 1,000 prescriptions per day. Through a 
subsidiary corporation, HIP operates the La Guardia Hospital in Queens 
County v,hich is presently, with the aid of a state loan, expanding to 
over 300 beds. Vvhen completed, this hospital will take care of all 
HIP'S hospital needs in Queens County. In addition, HIP and the medical 
groups share responsibility for a Centralized Laboratory, presently 
delivering some 2 million laboratory services per year, and a Special 
Services Fund vhich spends over 2 million dollars per year to provide, 
on referral, super-specialty services beyond the scope and capabilities 
of the medical groups such as heart surgery, radiation therapy, neuro- 
logical surgery and many others. 

HIP attempts to assure quality care through a variety of means. Physi- 
cians entering the HIP system must be approved by a Medical Control 
Board consisting of outside distinquished physicians. This Board also 
sets standards and qualifications for manpower needs, facilities, and 
other aspects of the delivery of care. 

The HIP Medical Department monitors contractual standards. A Peer 
Review system is in place and operational this year. HIP has a well- 
devalopcd system for handling subscriber complaints through several 
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channolf3: 1) a Subscriber Service DepnvLn.eiit, ?) conb'umor councils in 
each medical yroup, and 3) a final appeal to an independent ombudsma)\. 

Acc( y.c to tho fjynU' i i^/ the con'^:uraer ir: on an individual aj^pci ntiaon t 
baisis thr.ou';:^ a .sincjlc primary c iro phvL^jc^ian in Ihc medic.i.! oroup 
cho5:en by the consumer. This primary care physician makes jiccessary 
refc'rrals to apecial5 s ts and other health services. 

Thi:3 thumbPuil sketch .is brief, but it will give you some idea of the 
complexity and scope of the }IIP system, 

in 1^373 , physicians affiliated v;ith IIIP m.cKUcal groups provided a total 
of 3,2 million face-to-face off.ice services; 3,1300 babies v.^ i e delivered 
by liir phyL'i ci ans ; 1C,000 operations were perfornicd in hor:piuals; 1.8 
millron specicilty services were provided. HIP physicians provided an 
average of ^.3 services per enrollee. In addition, many thousands of 
ancillary services wcce provided through tliC Centralized Laboratory, 
Em.orgency Service Pro:;ram., the Drug Progra.ni and the Mental Health .^)'o- 
grariw 

I recite there statistics to show you that, despite any bureaucratic 
red tape nccc ;barily inherent in r.nch a large and complex system, tliou^ 
sands of Ilir c-itrol]eoS; on a dal]y bas!..), arc ab]o to liave r^ady accc>o 
to all compon^-'ncs of medical care. 

Over the 27 years of its history, HIP has many pioneering achievements 
to its credic and continues to come up with creative programs and 
mechanisms v;h Lch serve as a role model f.;^r other I]MOs around the country. 
For instance, the Peer Reviev; Progreim and the independent ombudsman 
established in the HIP 1973 contract with the medical groups are land- 
marks in an ambulacory care system. 

In 1973 per capita expenditures for personal health care in the United 
States were $441; for a family of three this would amount to $1, 323. 
Per capita costs of the Medicaid Program in New York City were $1,338 
(exclusive of nursing home care) . Comparable HIP premium for a family 
of three or more was $302. To this amount must be added approximately 
$356 for Blue Cross hospital benefits making a total in and out of 
hospital package of $658. 

The average cost of an office visit delivered by a HIP family doctor 
in 1973 was atout $10 including cost of X--rays and injectable drugs 
and the average cost of an office visit to a HIP specialist (who 
deliver almost half of all physicians services) was about $20. We 
believe that this is about 90% of the cost of comparable indemnity 
plans, and can be com.pared to the average cost of an out-patient 
service in a hospital emergency room which ranges from $35 to $50. 
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Ilospit.il ul.Jiiza'cion of n:iP enrollec-3 is IS to 70 por cone less Lhan 
the i 1 i::--ti L>!i of I ho avv /oo(i Rliu- C^'ons onrolloc- Yet neither HIP 
nor t h" iicHii.''.l i c cci vo ar.y i:innnci<^I <}dvcin t.'i^' ;^ ' or jncc-nLive 

frorj 1 h- inillji;:-' cf uoll.^iis in h^^,oU.al cost rjcJviTUjJ thoL linvc, r-j^*rucd 
ON'or ths' ycc.rr. • 

Thur on tv;o i^>:jor criteria for evaluatinq tlio lioalth caro GyrU--err. v/hich 
arc c>^rv,.i one J -in tho drai.'t outlined f.jr this s s mr.osiuj i, nr.moiy ciccr:<-;si- 
bilxLy to th'f hcv-ilth care r^ystcni n3id cost oL- trea traon i- , I bojicve pre- 
paid cjroup practice compcxcfi laost favorably \/j Lh otlior typc-rj of i)i5^ur- 
anco p:i jiis . 

Thcrcj na: presonl ly estimated ho bo 179 opoiational IVAOi's throvjhout 
the cou'i'ry providing service to soine 8 million enrollees. 7\n addi- 
tional 2h2 arc in various stages of planning and development, al- 
though only of these have the assistance of governuiont funds for 
feasibil3L\ and planning surveys under the Federal IIM.") Act of 1973. 
Sponso^s of ILMOs include Insurance ccmpanir. Blue Cross affiliates, 
hospitals, medical schools, unions and consuiaor groups. The HMO is 
substanl Lally an urDan phenomena because of the large concentrations 
of population and large sums of money needed to establish facilities 
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Only a few of the plans presently in operation can be considered 
giants. Kaiser on the West Coast \;ith well over two million enrolleos 
has expa nded westward to lUiwaii and eastward to Denver and Cleveland. 
The next larjcst is the Health insurance Flan in New Y^rk City with 
about 750,000 enrolleos. After that comes the Group Health Co-Operativo 
of Puqer Sound, Seattle, Washington, wit!i about lbO,000 enrolleos. All 
the rest are fairly small. An operative plan with Hiirty to fifty 
thousand enrollees is considered a good sized HMO. 

Let's examine the HMO Act of 1973, a Federal law designed to promote^ 
and encourage the growth of prepaid group practice plans. Passage of 
the Act was heralded by its proponents as a long-awaited and necessary 
leap forward to a more rational health delivery system which could 
also contain runaway costs. The Act contains several key provisions^ 
believed to be essential to HMO development including, 1) the authori- 
zation of $375 million to be distributed over a five-year period in 
the form of grants and loans for HMO development and expansion, 2) a 
mandatory dual choice option requiring that employers of over 2 5 
employees offer a choice of an HMO along with other health insurance, 
and 3) the p.:e-empting ol State laws which discourage development of 
HMOs . 

Before and after the Act passed Congress, criticism began to develop 
and major problems began to emerge. These problems are especially 
critical as they affect established operational plans. For instance, 
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Act lu..) clacc.-; c- iMjncfit pdckagc th.it is so ricli ixnCi coiv.prcho.nsivo 
thit it v.'Jll he iJO^:L ailficulu to rr^irlu^t corapcti t i.voly . This is 
be.'uminq c acuL in c\ hvj oco-v.yvv^. For IITP to bccomo a ccrtj- 

fiocl HMO v;('*'l<l nu.Mii a !!>/ p>'Cu'Jum 3:isu 'i/in.ch in turn wouUl jnc^an tha^t 
th » City o:.' \ Yo:;:, our l."Js"r>l contractor, woulJ have tc^ ayrce to the 
payi.icnt of. ^>4 to $3 mlLlion aclc'iitional dollars the first yvc^c to cover 
costs for its niP and City onrollocs or large co-payments by the con- 
sunvr. Yo^'vo read today's ncv7:.pape ■ - under prosojit fiscji extrciui lA^ 
this is not very liKoly. The;o arc other serious problcioj with the 
bill. 

A is n^ rdrd at this time is dcfin.itivc and tiraoly Conorcssional 
action to aPu.nd the lav; in order to assu.:c its success. 1 suspect 
that thr' r-vu.^; nistrocior. is sJioddiny no tears over the standslill pace 
of develop:/ -nt of the Act and prefers not to spend the monoy for 
implemontalion. This is consistent v ith the Adiiaini strati on ' s thinl:- 
ing in recor/ lu-ndinc) no a-tion be takc.-^ with r-spect to consideration 

Nr. tiorial Health Insurance at the present time. 

Before closing i sliould mention one of the majoi problems that urban 
rjovernment:-' on every level are arappl incj th and that is the huge cocU* 

proviriiv" earn to t he r/r^diea.id popii 1 ^- ^ i on . During the lO-year 
pe>\^c^d 'O <0 70. ovr-r a J . J 1 ■» '-^'1 r.-.iorjip class \no j viciu.i i s moveu 

out of New York and wece rcpl.'ced by an equivalent number of dis- 
advantaged, frequently under-educated people without job skills for 
whom medi-r] care must be provided by government subsidy. Tha.s 
shifting population pattern continues and has a profound effect upon 
HIP which, h^'s remained mainly an urban, inner-city oriented system. 
The original concept of HIP was to provide care lor employed people, 
in view of this vast shifting of people the fact that HIP ' s population 
has remained relatively stable is remar];able. HIP has not shirked 
its responsibility to the less fortunate. Starting in 1902, HIP began 
a welfare demonstration project to provide medical services to welfare 
recipients integrating this population with its regular case load. 
After the Medicaid law caune into being, HIP at one point enrolled 
some 93,000 iMedicaid recipients. This number has now dropped con-^ 
siderably. The Medicaid population has two major problems. The first 
is that according to present eligibility rules. Medicaid recipients 
have to be re-certified every month; therefore, they go in and out of the 
Medicaid system so fast that it is almost impossible to keep track of 
them for enrollment purposes. Secondly, an extensive outreach program 
is necessary to properly educate the now enrollees on the services 
available and how to use the system. Without placing blame, HIP and 
the Department of Social Services of the City of New York have never 
been able to agree on an enrollment system that brings large numbers of 
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Mc:d5c.-;iri eiircllocr. into lilP. ln?;lCcid, K:ca.i'ja.ld c-Tollt-r ore rcccxviny 
sub-qiuiTit y c iro from tbc Jlpdicnid mills tnai. ]»avc spruny up in ghotto 
are<-jr-i v;hcrc tlicy are pinq-ponj-d throri^h tho foe -1*01 -sn vie.'.- ifK (:hod 
result incj in iuciii co.oLs to * !ie i}OvcrnP:on t , On t!)o oLlior hjnd, J'odicaid 
paticr.l:: in IIT'^ i'M: cjiarrjid only the. basic fixc»d pronvini:i. Th:r. ir; a 
groat injiibtic^c- tj propaid group praci.ice and ouyfit to be rectified if 
v/o are £;oiious about providing good quality medical care at rr-asonablc 
costs to our iiidlycnt population. 

Is it feaf: Ible to reorganize the present health delivecy systr-ru so that 
cill or r^v-/^t A.T.'' i:icans will receive their care chrough pre-paid group 
pract.ieL- on a cc^pjtatJcn basis? The brocid consensus of people for v/hom 
prepaid r i c up practice is ''a ca\ase" thinl; this :i s not feasible at the 
present tjn^e and do not expect that it will beconKi feasible in the for- 
seeable future. IIMOg are not looking for exclusivity. In fact one 
of the stE'.ndarcis by which l-lMOs are judged for eligibility -co become 
inomberj: of Group Health Association of America is Lhat a dual choice 
option period be extended to all enrollees. Many Americans for a variety 
of diffeipnc reasons will continue to use the f ee-f oi-service system. 
V7hat prcp-;id group practice v;ants is a fair governmental and legisla- 
tive clii"ax:e and a fair chance in the conrpetit j.vt market place. Given 
thai-, oppo^^tunity we have no doubt that prepaid g:-:oup practice will ccn~ 
l:ru'j V-T/ v.>:;c'.7 anr< \.ill bt^ei-'i.u:* i.iiJiougli gcosvtn v.'c^ui.c* a l i.'^i uai ivo to 
l.lje fee- fur- service F^ystoia in all urban cornntunities. 
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